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Free Market – Health Care  

 
The United States experiences one of the highest standards of living in the world 
(Johnson & Stoskopf, 2010). According to Johnson and Stoskopf, American’s believe 

the free market economy and political system provide open competition, motives 
for profit, and ownership of individual means of production. The free market 

economy helps provide the high standards of living for individuals able to take 
advantage of the competition. A proposed solution to the health care systems 
adversities contends allowing the free market to determine health care’s outcome. 

The contention provides that the free market will solve health care issues through 
competition. The general problem occurs as health care is not a free market.  

 
Johnson and Stoskopf (2010) described six elements of a free market. The first 
element involves the buyer and seller acting independently. Patients cannot 

negotiate or choose providers or services freely based on price or quality of service. 
Often patients must stay within a “network” or see “preferred providers”. Insurance 

companies set prices that are not transparent to the patient. Patients also do not 
choose when to purchase health care. Most often the need for care exceeds the 

desire. In this case, cost does not reflect the supply and demand model of a free 
market system.  
 

The second principle of free market systems occurs as unrestrained competition 
among providers transpires based on price and quality. Powerful health care 

systems and insurers dominate the market within health care. Often times insurers 
set the price and determine which providers covered individuals can schedule 
appointments with. Health care restricts the practice of various providers and 

competition often is regulated through powerful lobbyist groups and provider 
organizations. Further, unrestrained competition does not occur as geographic 

constraints exist and integrated health care systems limit competition.   
 
A third principle of free market health care requires patients to have information on 

service options. Sophisticated technologies and interventions reduce patients’ 
abilities to know and choose various treatment or diagnostic options. The 

asymmetric knowledge of patients to providers furthers the inability of appropriate 
sharing of information and options.  



 
The fourth principle relates that free markets provide information on price and 

quality. In health care little transparency exists as costs are associated with various 
fees such as professional and facility. Little validated, reliable, or comparable 

information exists on provider quality. The United States Department of Health and 
Human Services reported to Congress in March 2011, (National strategy for quality 
improvement in health care) a disturbing absence of advancement toward health 

care systems improvement of quality and cost concerns. More becomes available 
with time yet hidden costs and lack of information on quality remains. 

 
In a free market the individual receiving the product or service pays for the 
associated costs. A free market system in health care requires costs associated with 

care be paid by the individual but insurance pays part or all of the costs. In health 
care individuals often are insulated from costs associated with all or part of their 

care.  
 
The final principle described by Johnson and Stoskopf (2010) indicates that 

consumers decide on the purchase of health care needs. Consumers of health care 
do not make free choice of receiving health care as often a need arises for health 

care rather than a choice.  
 

The imperfect free market increases the complexity of the health care system.  The 
numerous payment processes influence the complexity and cost of health care. 
Administrative costs in health care contribute significantly to the  health care 

spending in the United States (Blanchfield, Heffeman, Osgood, Sheehan, & Meyer, 
2010; Carlson & Greeley, 2010). Aggregate costs for administration in health care 

including documentation, coding, billing, and dealing with multiple insurance payers 
exceeded 31% of total health care costs in the United States (Blanchfield et al., 
2010; Carlson & Greeley, 2010).  Blanchfield et al. estimated that a typical 10 

physician practice administrative cost exceeds $250,000 per year. Reduction of 
administrative costs in health care to levels equal to Canada potentially save the 

United States $286 billion a year; providing enough funds to provide insurance to 
more than 41 million uninsured individuals (Carlson & Greeley, 2010). Reductions in 
the complexity of claims and restructuring of the billing and coding processes could 

potentially save billions per year.  
 

Free Market Failure – Government Involvement  
 
The challenge for health care leadership involves the reform of health care 

economics. Johnson and Stoskopf (2010) cited the Public Services International 
Research Unit at the University of Greenwich stating:  

 
“Health care industry goods and services differ significantly from those of 
other industries in one very particular way: The product or output of the 

industry is not often tangible or measureable. From a producer’s perspective, 
and even more so from that of a consumer, health care is an unpredictable 

industry with a hard-to-define output”.  (p. 405)  
 



Since the free market system does not fit or prove as applicable to health care, 
reform of health care cannot rely on free market system expansion. The United 

States provides quality of care that is second to none. The challenge for health care 
revolves on the concept of health care economics and the ability to pay for the 

product. This challenge requires health care leadership from individuals in health 
care and not through government involvement.  
 

Aikins (2009) argued that economic crises transpire from philosophical difference in 
policies and government failures to safeguard and monitor intemperance. The free 

market system and government interventions have both strengths and weaknesses. 
When free market failures ensue, government involvement helps reduce the social 
disorders resulting from the market failure (Aikins, 2009). In the United States the 

challenge between political parties’ increases as idealistic philosophies block any 
form of compromise.  

 
Conclusion 
 

Challenges for health care reform are economical and require leadership. The 
leadership for true reform does not appear forthcoming from the government or 

political parties. Health care reform leadership must arise from within the 
administrators and providers of health care. The reasons are simple. Political 

philosophies are further apart in 2012 than at any time in history. Reform requires 
putting aside arrogance and realizing economics constitutes a major role. Other 
prerequisites of solving health care economic ailments are that government’s 

involvement in health care does not constitute anything new, and that health care 
cannot function and never has the ability to perform as a free market product.  

 
Health care financing in the United States quickly approaches a critical mass.  
Policy-makers, providers, patients, and various other stakeholders hold critical 

positions to benefit or lose from health care reform. Chief financial officers 
struggling with complicated billing, coding, and processes for reimbursement look 

for solutions to provide a stronger financial position for their organizations. The 
accountability and reduced reimbursement increase challenges to maintain 
entitlements to health care and require mechanisms to control cost while continuing 

to provide high quality care.  
 

The United States does not provide a free market product in health care.  Insurance 
and reimbursement creates moral hazard, inequity in access, and challenges to care 
caused from inability to pay for services. A restructuring of the health care payment 

process holds potential for significant improvement in health care cost reduction. 
The free market and democratic process provides hurdles to reach legislative 

change and reform. Various special interest groups and self-motivated stakeholders 
create a climate not favorable for compromise in health care reform. Change and 
improvement in the future depends on health care administration familiar with 

financing, work design, information systems, policy, and the medicine and science 
behind health care decisions. Leadership for health care renovation must come from 

within the system and be willing to challenge the current economics of care.  
 



Part one of this article reviews the background of healthcare reform and the role economics 

has played. Part one was published in the November 20 issue of AAOE eNews and 

can be accessed via the following site: http://www.multibriefs.com/briefs/aaoe/.  
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